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SUBJ: IRISH CENTRAL BANK PESSIMESTIC ABOUT ECONOMIC PROSPECTS 
BEGIN SUMMARY 

1. THE CENTRAL BANK OF IRELAND HAS JUST ISSUED A QUARTERLY REPORT 
WHICH ASSESSES ECONOMIC DEVELOPMENTS SO FAR IN 1975 AND MAKES 
PROJECTIONS FOR THE COMING MONTHS. IN GENERAL, THE BANK IS NOT 
OPTIMISTIC ABOUT ECONOMIC TRENDS IN IRELAND, AND IT NOTES IN 
PARTICULAR THAT IRF, LAND'S INFLATION, WHICH IS LARGELY UNCHECKED, 

WILL PREVENT IRELAND FROM BENEFITING FULLY FROM THE EXPECTED UPTURN 
IN INTERNATIONAL TRADE THIS COMING WINTER. END SUMMARY 
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2. THE CENTRAL BANK STATES THAT INDEPENDENT ECONOMIC STUDIES ON 
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IRELAND HAVE SUPPORTED THE BANK'S CONTENTION THAT THE HIGH RATE 
OF PRICE INCREASE IN IRELAND IS CAUSING UNEMPLOYMENT AND IS 
UNDERMINING THE PROSPECTS FOR FUTURE DEVELOPMENT. IN PARTICULAR, 
INFLATION IS CANCELING THE BENEFITS THAT IRISH EXPORTS SHOULD BE 
DERIVING FROM THE FALLING EXTERNAL VALUE OF THE IRISH (AND 
BRITISH) POUND. THERE IS ALSO SUBSTANTIAL AGREEMENT AMONG IRISH 
ECONOMISTS THAT THE POWERFUL DOMESTIC CONTRIBUTION TO IRELAND'S 
HIGH RATE OF INFLATION COMES FROM EXCESSIVE RATES OF INCREASE IN 
MANY INCOMES AT A TIME OF FALLING NATIONAL OUTPUT. THE BANK 
COMMENTS THAT THE FALLING RATES OF INFLATION IN THE MAIN INDUSTRIAL 
COUNTRIES MAKES IT IMPERATIVE THAT IRELAND COME TO GRIPS WITH ITS 
DOMESTIC PROBLEM. AS A SPECIFIC TARGET, THE BANK ARGUES THAT THE 
ANNUAL RATE OF PRICE INFLATION MUST BE REDUCED TO SINGLE FIGURES 
BY 1977 IF THERE IS TO BE A RESUMPTION OF AN ADEQUATE RATE OF 
INCREASE IN INVESTMENT, EMPLOYMENT AND REAL 

INCOME. MANY INCOMES IN 1974 GREW VERY RAPIDLY AT A TIME WHEN THERE 
WAS A NEGLIGIBLE REAL GROWTH RATE IN THE ECONOMY, AND IT IS 
EXPECTED THAT IN 1975 NATIONAL OUTPUT IN IRELAND IS LIKELY TO 
DECLINE BY NEARLY 3 PERCENT. THE CENTRAL BANK BLUNTLY POINTS OUT 
THAT IN THESE CIRCUMSTANCES THE MAINTENANCE OF 1974 LIVING STANDARDS 
IS CLEARLY OUT OF THE QUESTION. 

3. REFERRING TO THE GOVERNMENT'S SUPPLEMENTARY BUDGET IN JUNE, 

THE CENTRAL BANK NOTES THAT REDUCTIONS IN VALUE ADDED TAX (VAT) 

AND PRICE SUBSIDIES ON CERTAIN KEY ITEMS WILL HAVE THE EFFECT OF 
REDUCING THE AVERAGE RATE OF INFLATION FOR 1975 BY ABOUT 2 
PERCENTAGE POINTS. HOWEVER, BY THE END OF 1976 THE VAT REDUCTIONS 
AND SUBSIDIES WILL CEASE TO HAVE ANY SIGNIFICANT EFFECT ON THE 
COURSE OF INFLATION. ON THE OTHER HAND, THE COST OF THESE 
BUDGETARY MEASURES IMPLIES A SIGNIFICANT INCREASE IN THE CURRENT 
DEFICIT AND TOTAL BORROWING REQUIREMENT OF THE GOVERNMENT. THE 
CENTRAL BANK ASSUMES THAT IN 1975 THE GOVERNMENT'S BUDGETARY 
DEFICIT WILL TOTAL AT LEAST 240 MILLION POUNDS AND RESIDUAL BORROW- 
ING REQUIREMENTS WILL RISE TO AT LEAST 375 MILLION POUNDS. THESE 
ARE INCREASES OVER THE JANUARY 1975 ESTIMATES BY 92 PERCENT AND 45 
PERCENT, RESPECTIVELY. THE BANK GOES ON TO COMMENT THAT POLICIES 

TO CURB THE RATE OF GROWTH OF GOVERNMENT CURRENT EXPENDITURE AND TO 
DIMINISH THE MASSIVE DEFICIT MUST BE IN THE FOREFRONT OF ANY MEDIUM 
TERM PROGRAM AIMING AT ECONOMIC RECOVERY. ON THE LABOR FRONT, 

THE BANK NOTES THAT, EVEN ASSUMING UNION/EMPLOYER COOPERATION IS 
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FORTHCOMING TO THE EXTENT REQUESTED BY THE GOVERNMENT, THE MOST THAT 
CAN BE EXPECTED IN THE MODERATION IN MONEY INCOMES THIS YEAR WOULD 
BE ONE PERCENTAGE POINT. 

4. ON THE BRIGHTER SIDE, THE BANK COMMENTS THAT SPECIAL MEASURES 
FOR HOUSING PROVIDED IN THE JUNE BUDGET COULD CREATE THOUSANDS 
OF JOBS BY MID-1976. A NOTE OF CAUTION IS ADDED WITH THE OBSERVA- 
TION THAT IMPROVEMENT IN EMPLOYMENT ATTRIBUTABLE TO SUCH SPECIAL 
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BUDGETARY MEASURES CANNOT BE INDEFINITELY MAINTAINED UNLESS 
THERE IS ALSO MODERATION IN COSTS AND PRICES. 

5. THE BANK NOTES THAT THE DECLINE IN THE ECONOMY SINCE 1973 HAS 
BEEN CAUSED PRIMARILY BY A STEEP RISE IN IMPORT PRICES, A FALL IN 

THE PRICES OF CATTLE EXPORTS, AND A FALL IN THE VOLUME OF INDUSTRIAL 
EXPORTS AS A RESULT OF THE DECLINE IN INTERNATIONAL TRADE. SOME 
OF THESE DIVERSE FACTORS HAVE BEEN OVERCOME IN 1975. THE RATE OF 
INCREASE OF IMPORT PRICES IN 1975 WILL PROBABLY BE ABOUT ONE 
THIRD OF THAT OF 1974, AND DOMESTIC AGRICULTURAL INCOMES ARE 
EXPECTED TO RISE BY ABOUT 30 PERCENT BECAUSE OF INCREASED PRICES 
FOR CATTLE AND DAIRY PRODUCTS. HOWEVER, THIS HAS NOT YET 
STIMULATED CONSUMER SPENDING IN IRELAND, POSSIBLY BECAUSE 
CONSUMERS MAY BE ATTEMPTING TO RE-CONSTITUTE SAVINGS DRAWN DOWN 
IN 1974 AND POSSIBLY BECAUSE OF LACK OF CONFIDENCE IN THE FUTURE. 

THE ALTERNATIVE TO THE STIMULUS OF DOMESTIC DEMAND WOULD, OF 
COURSE, BE INCREASED DEMAND IN THE EXTERNAL SECTOR. THE BANK 
DOES NOT EXPECT A RESUMPTION OF GROWTH IN WORLD TRADE UNTIL THE 
END OF 1975 AT THE EARLIEST. AND THE RESULTANT STIMULUS TO 
EMPLOYMENT CANNOT BE EXPECTED UNTIL 1976. IT IS THUS POSSIBLE THAT 
A RECOVERY IN THE IRISH ECONOMY WILL NOT OCCUR UNTIL NEXT YEAR. 

6. SUMMING UP, THE CENTRAL BANK EXPECTS IN 1975 A FALL IN THE 
GROSS NATIONAL PRODUCT OF 2.75 PERCENT, A BALANCE OF PAYMENTS 
DEFICIT OF ABOUT 160 MILLION POUNDS AND A RISE IN CONSUMER PRICES 
OF ABOUT 23 PERCENT. THE BANK'S REPORT TEMPERS EVEN THIS 
FORECAST WITH THE CAUTION THAT THE PROJECTED FALL IN GNP IS 
BASED ON "RATHER OPTIMISTIC ASSESSMENTS REGARDING DEVELOPMENTS 
FOR THE REMAINDER OF THE YEAR." 
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